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FROM: Pamela J. Gardiner
Deputy Inspector General for Audit

SUBJECT: Final Audit Report - The Internal Revenue Service Should
Ensure That Its Data on the Treasury’s Performance Reporting
System Have Been Verified and Validated (Audit # 200110007)

This report presents the results of our review of the Internal Revenue Service’s (IRS)
controls over data submitted to the Executive Management Support System (EMSS)
and the Organizational Performance Division (OPD) to ensure valid and reliable
information are made available for use in executive management decisions. Our overall
objective was to assess the reliability of the performance data the Department of the
Treasury receives from the IRS.

In summary, we found that submitting the data to the Treasury’s Performance Reporting
System through the EMSS Office or OPD does not introduce great risk that the data
might be corrupted. However, we are concerned about the definitions of some
measures and the lack of documented validation* and verification’ of the data.

Management’'s Response: IRS management agrees with the recommendations
presented and will require each Operating Division Commissioner to approve the
year-end data submitted for reporting to the Department of the Treasury. In addition,
the IRS is requiring submission of supporting documentation on reported values of all
critical measures and indicators and is working to develop datamarts to house the data
and make it available for use by the Business Performance Management System
web-based report applications. In the interim, the OPD will develop a transmittal
document to be used by the Divisions when submitting their monthly data. A
designated official in each division will sign and forward the transmittal indicating the

! Determining if the right things are being measured.

2 Determining if the data are reliable and accurate and can be traced to an original source.



data have been verified. Management’'s complete response to the draft reportis
included as Appendix IV.

Copies of this report are also being sent to the IRS managers who are affected by the
report recommendations. Please contact me at (202) 622-6510 if you have questions or
Daniel R. Devlin, Assistant Inspector General for Audit (Headquarters Operations and
Exempt Organizations Programs), at (202) 622-8500.
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The Internal Revenue Service Should Ensure That Its Data on the Treasury’s

Performance Reporting System Have Been Verified and Validated

Background

The Government Performance and Results Act of 1993
(GPRA)* requires that federal agencies establish
performance measures. Additionally, the GPRA requires
the measures be meaningful and that the agencies must
“describe the means to be used to verify and validate
measured values.” The acting Chief Financial Officer for
the Department of the Treasury requested areview of the
Internal Revenue Service's (IRS) GPRA performance data
that are submitted to the Treasury’ s Performance Reporting
System (PRS). The IRS submits its performance measures
and workload indicators to the Treasury’s PRS on a
mid-year and annual basis. In Fiscal Year (FY) 2000, the
IRS reported 105 performance measures and workload
indicators; in FY 2001, the number was reduced to 65.

Within the IRS, the operating divisions and functional units?
produce their performance measures and workload
indicators and report them to the Executive Management
Support System (EMSS) Office and the Organizational
Performance Division (OPD) monthly.

To assess the reliability of the data the Department of the
Treasury receives from the IRS, we reviewed the controls
established within the EMSS Office and the OPD to verify
and validate the performance data. We held discussions
with EMSS and OPD staffs in the Manhattan, New Y ork,
and the National Headquarters offices, respectively. In
addition, we met with severa IRS staff members who are
responsible for gathering and reporting operating division
performance and workload indicators (hereafter we refer to
these as data providers) in Washington, D.C., and

Atlanta, Georgia. We conducted our fieldwork from May
through June 2001 in accordance with Government Auditing
Sandards.

L Pub. L. No. 103-62, 107 Stat. 285 (codified as amended in scattered
sectionsof 5U.S.C., 31 U.S.C., and 39 U.S.C.).

2 Asused in this report, functional unitsinclude Appeals, National
Taxpayer Advocate, Communications and Liaison, Agency-Wide
Shared Services, and Criminal Investigation.
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Data Rédliability Rests With Each
Operating Division and Unit

Detailed information on our audit objective, scope, and
methodology is presented in Appendix I. Magor
contributors to the report are listed in Appendix I1.

We evaluated the controls within the EM SS Office and the
OPD and interviewed data providers. We determined that
they do not have a vaidationprocess® for the performance
measures and workload indicators received from the
operating divisions and functional units.* Instead, the
EMSS staff, OPD staff, and data providers relied on the
operating divisions and functional units to have properly
validated the data. Additionally, the EMSS and OPD staffs
and the data providers do not have a formal verificatior’
process in place. The staffs and the data providers do use an
informal process to try to ensure that al the data submitted
to the Treasury’ s PRS are accurate and accounted for.

FY 2000 PRS data

In FY 2000, al the IRS performance measures and
workload indicators were taken from the EMSS and
forwarded to the Treasury. The data were submitted
electronically by the data providers to the EMSS staff and
arrived in any number of formats including, but not limited
to, ASCII, Word, Excel, Access, or e-mail text. The EMSS
staff then converted the data for input into the EMSS model.

The EMSS staff did not have any formal review procedures.
Instead, they conducted an informal verification by
“eyeballing” the data, which included seeing if it appeared
accurate, checking for obvious errors, and performing trend
analyses. If errors or anomalies were detected, the EMSS
staff sent the data back to the data provider for correction.

3 Determining if the right things are being measured.

4 Controls (and by extension policies and procedures) are to be
documented in paper or electronic form.

® Determining if the data are reliable and accurate and can be traced to
an original source.
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FY 2001 PRS data

In FY 2001, the process changed. The IRS decided to
upgrade the old EM SS to a new web-based application. In
the new process, the data providers are required to submit
the performance data in a “Monthly Business Performance
Summary” spreadsheet to the OPD following the guidelines
devel oped by the OPD.©

Once the data are received in the OPD, the analysts also
visually examine the figures for accuracy and obvious errors
and then perform trend analyses. If any problems are found,
the data are sent back to the data providers for correction.
Once the correct figures are input on the spreadsheet, a
senior manager reviews the data using the same informal
technique.

Under both methods of gathering and forwarding
performance data, the responsibility for verification and
validation of the data rests with the operating divisions and
functiona units.

Submitting the data to the Treasury’s PRS through the
EMSS Office or the OPD does not introduce great risk that
the data might be corrupted. We identified one confirmed
instance in which data forwarded to the Treasury’s PRS
differed from source data, although the difference was very
dight (the number reported was 65.30 percent; it should
have been 66.96 percent). Also, we identified two instances
where the performance measures reported on the Treasury’s
PRS could not be supported. The IRS documentation
available for the two measures did not match the figures
recorded on the Treasury’s PRS. In our opinion, the
discrepancies noted did not constitute a material deficiency.

However, without documented procedures for the staff to
follow, there is an increased possibility of having
inconsistencies in the methodology used to gather and verify
data. In addition, there is an increased risk that inaccurate
data could be submitted to the Treasury’s PRS.

® The guidance dealt only with completing the spreadsheet and did not
address verification and validation.
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The operating divisions and functional units need to
ensurethat their performance data are properly
qualified

The Treasury Inspector General for Tax Administration
(TIGTA) has issued severa audit reports within the last

2 years that have identified problems with some IRS
performance measures. A common finding was that the
measures, as reported, needed to be properly qualified. For
example, the IRS measure of Examination Customer
Satisfactionwould by definition imply al Examination
customers, when only individual taxpayers involved in the
examination process were surveyed. The survey population
excluded corporate, estate, excise, and gift tax returns
examined. Similar conditions were found to exist in the six
other audits of customer satisfaction surveys.’

More recently, two reports have been issued on the IRS
Toll-Free telephone service performance measures. In one
report,® the TIGTA reported that the indicators for toll-free
quality did not include all elements of the IRS' toll-free
system. Items such as questions answered by areturn
telephone call or electronic mail (known as r-mail), cals
from Spanish speaking taxpayers, and callsto the IRS
automated tel ephone systems were excluded.® In the other
report,'® the TIGTA reported that the measures did not
address how long customers waited to receive assistance,
service levels for assistor-answered calls and
automated-answered calls are not separated, and the three

" Management Advisory Report: The Internal Revenue Service's
Implementation of the GPRA During Fiscal Year 2000 (Reference
Number 2001-10-085, dated May 2001).

8 Letter Report: Opportunities Exist to Improve the Performance
Indicators Used to Convey Toll-Free Telephone Accuracy
Accomplishments (Reference Number 2001-40-130, dated
August 2001).

® Taxpayers can use the IRS' automated telephone system to get
information on tax topics and refunds and to resolve some account
i ssues.

10 Better GPRA Quantity Indicators Are Needed for Toll-Free Telephone
Service (Reference Number 2001-30-131, dated August 2001).
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principal Customer Account Services toll-free telephone
lines are also not reported on separately.

The operating divisions and functional units have
concentrated their efforts on reorganizing and staffing.
There is no requirement to have operating divisions and
functional units provide documentation to the data provider
to show that the performance measures and workload
indicators have been properly verified and validated.

Last year, the IRS Deputy Commissioner (Modernization)
informed selected units that, “ Concerns about the timeliness,
consistency, and validity of information . . . caused meto
institute a mandate that all information be provided
systemicaly.” The Deputy Commissioner also mandated
that the individual units will be responsible for validating
their data. Although the Department of the Treasury is
receiving the IRS' critical performance measures and
workload indicators on a mid-year and annual basis, it has
no assurance that the data have been validated.

The OPD plans to address the issue of performance datain
part by working with a vendor to assess how IRS
performance data are collected and reported. Also, the OPD
plans to provide updated instructions to all IRS operating
divisons and unitsin the fall of 2001. The instructions are
intended to require the divisions and units to document any
verification procedures developed. Thisis expected to
improve the quantity and quality of information provided in
the data dictionary.** In addition, the OPD will work with
the divisions to identify areas that are critical to data
gathering and document processes that are in place to ensure
the verification of the data gathering methods used.

Recommendations

1. The Director, OPD, should continue to develop and
recommend to the IRS Commissioner procedures that
each operating division and functional unit will follow
on arecurring basis to ensure its performance measures

1 The data dictionary defines the performance measures and other terms
and describes the verification and validation processes.
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and workload indicators are properly verified and
validated. This verification and validation should also
be properly documented. Any data limitations identified
during this process should be properly disclosed.

Management’s Response: IRS management has
implemented procedures for reporting year-end data (issued
on September 26, 2001) requiring each Division
Commissioner to approve the data and supporting
documentation submitted for reporting on critical measures
to the Department of the Treasury. In addition, the OPD is
working with the divisions to improve how measures are
validated.

2. Intheinterim, the OPD staff should have the operating
divisions and functional units review the consolidated
monthly performance spreadsheet and indicate their
agreement that the figures in the spreadsheet are correct
before they are forwarded to the Department of the
Treasury.

Management’s Response: IRS management will develop a
transmittal document to be used by the Divisions for
submission of their monthly data. The transmittal will
consist of a statement that the data being transmitted have
been verified and will be accompanied by an electronic
signature of an official designated by each division.
Additionally, IRS management plans to automate the data
capture and reporting processes through devel opment of
functional datamarts. These datamarts are designed to
accept and house data from designated systems and make it
available for use by the Business Performance Management
System web-based report applications.
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Appendix |

Detailed Objective, Scope, and Methodology

Our overall objective was to assess the reliability of the data the Department of the Treasury
receives from the Internal Revenue Service's (IRS) Executive Management Support System
(EMSS) and the Organizational Performance Division (OPD). To do so, we reviewed the
controls established by the EM SS Office and the OPD to verify and validate the IRS
performance data received from the data providers in the IRS operating divisions and units. The
scope of this audit did not include transactional testing of data source systems within the
divisons or units. To accomplish our objective, we conducted the following tests:

l. Determined the process used to identify the performance measures and workload
indicators to be included in the EMSS model and the approva process (verification and
validation) used prior to the data being submitted to the Department of the Treasury’s
Performance Reporting System (PRS).

A. Interviewed the acting EM SS manager and gained an understanding of how the data
are handled when received from the data providers.

1. Reviewed procedures for data received from the data providers.

a) Obtained a copy of the Data Flow and Data Model Description document
and evaluated it. Determined if any changes had been made.

b) Identified the measuresin the Data Flow and Data Model Description
documents and determined if any are related to the critical 65 performance
measures and workload indicators submitted to the Department of the
Treasury.

2. Evauated the methodology used in the EMSS Office to validate and verify data
and determined if it was adequate.

3. ldentified three data developers in the EM SS Office and the projects they are
responsible for.

B. Interviewed three of the EMSS personnel (data developers) and gained an
understanding of the process used to validate and verify the data received from the
data providers.

1. Identified critical measures associated with the data devel opers that were
interviewed.

2. Reviewed procedures used to verify and validate the performance measures and
workload indicators received from the data providers.
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a)  Determined the format the performance measures and workload indicators
were in when received by the EMSS staff.

b) Evauated the procedures used to load the performance measures and
workload indicators in the EMSS model.

C. Interviewed personnel in the OPD to understand how the performance measures and
workload indicators are verified, validated, and approved prior to being submitted to
the Department of the Treasury’s PRS.

1. Determined who receives the performance measures and workload indicatorsin
the OPD and what their responsibilities are.

2. Evauated procedures for verifying and validating performance measures and
workload indicators once received from the data providers.

3. Evaluated the approva process used in the OPD for the performance measures
and indicators before they are submitted to the Department of the Treasury’s PRS.

4. Evauated how the performance measures and workload indicators are submitted
to the Department of the Treasury’s PRS, once approved.

D. Interviewed seven data providers (within the offices of the National Taxpayer
Advocate, Wage and Investment Division, Tax Exenpt and Government Entities
Division, and Small Business/Self- Employed Division') and evaluated their processes
for verifying and validating the performance measures and workload indicators prior
to submitting them to the EM SS Office and OPD.

1. Identified the methodology used to calculate performance measures and workload
indicators.

2. Evaluated procedures used for verifying and validating performance measures and
workload indicators.

3. Determined the method and format used to submit performance measures and
workload indicators to the EM SS Office and OPD.

4. Determined which of the seven data providers had critical performance measures
and workload indicators reported in the Department of the Treasury’s PRS and
traced the measures and indicators back to the data provider’ s source documents
to verify the accuracy of the measures and indicators reported.

5. ldentified discrepancies and determined their cause and effect.

L Within the Small Business/Self-Employed Division, the data providers were previously responsible for the former
Collection and Examination divisions.
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Determined the process used within the Department of the Treasury to receive the EMSS
data and to ypload it into the PRS.

A. Interviewed Department of the Treasury PRS personnel to gain an understanding of
the process for receiving the performance measures and workload indicators from the
IRS.

B. Reviewed procedures for receiving performance measures and workload indicators
from the IRS.

C. Determined if any analysisis performed on the data received from the IRS.

D. Identified the cut-off period for inclusion of performance measures and workload
indicators in the Department of the Treasury’s PRS.

E. Obtained a copy of the Department of the Treasury’s PRS Fiscal Year (FY) 2001
mid-year and FY 2000 year-end reports and determined whether all the IRS critical
measures and workload indicators had been accounted for.
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Appendix Il

Major Contributors to This Report

Daniel R. Devlin, Assistant Inspector General for Audit (Headquarters Operations and Exempt
Organizations Programs)

John R. Wright, Director

Kevin Riley, Audit Manager

Ken Henderson, Senior Auditor

Charles Ekunwe, Auditor

Gene Luevano, Auditor
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Report Distribution List
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Director, Systems Development M:1:SD
Chief Counsel CC
National Taxpayer Advocate TA
Director, Legidative Affairs CL:LA
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Appendix IV
Management’s Response to the Draft Report
DEPARTMENT OF THE TREASURY
INTERNAL REV (&)
WASHINGTO:,’TD.CE. Z(EDZR;,:I-CE H EC EHVE

NOV 1 3 200

CHIEF FINANC AL OFFICER November 2, 2001

- -~ o o

MEMORANDUM FOR DEPUTY INSPECTQR GENERAL FOR AUDIT

FROM: W. Todd Gra
Chief Financial icer
SUBJECT: Draft Audit Report — The Internal Revenue Service Should

Ensure That Its Data on the Treasury’s Performance Reporting
System Have Been Verified and Validated

Thank you for the opportunity to review the draft audit report and for providing
recommendations that will help us improve our performance reporting. The draft repert
is a fair and balanced assessment of our process of reporting to the Treasury Reporting
System and we agree with your recommendations. Our specific comments on each
recommendation are outlined below and included on Attachment A.

Recommendation 1: The Director, OPD, should continue to develop and recommend
to the IRS Commissioner procedures that each operating division and functional unit will
follow on a recurring basis to ensure its performance measures and workload indicators
are properly verified and validated. This verification and validation should also be
properly documented. Any data limitations identified during this process should be
properly disclosed. .

Comments: As recognized by the TIGTA, we continue to make progress in identifying
and addressing gaps in our data verification and validation processes. Our procedures
for reporting FY 2001 year-end data were issued to the operating divisions and
functional units on September 26, 2001. These procedures require each Division
Commissioner to approve the data submitted for reporting to the Department of
Treasury. In addition, we are requiring submission of supporting documentation that

" includes copies of reports and workpapers that identify the reported values for all critical
measures/indicators. The supporting documentation must also include a discussion of
any changes that have been made to the measure definition, and a description of any
limitations on the data.

As cited by the TIGTA in their report, we are continuing our work with the divisions to -

document the processes that are currently in place to verify the reported data for the
critical measures/indicators.
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2

Recommendation 2: In the interim, the OPD staff should have the operating divisions
and functional units review the consolidated monthly performance spreadsheet and
indicate their agreement that the figures in the spreadsheet are correct before they are
forwarded to the Department of the Treasury.

Comments: We are working this recommendation on several fronts. First and
foremost, we are funding efforts to automate the data capture and reporting processes
through development of functional datamarts. These datamarts are designed to acoept
and house data from designated systems and make it available for use by the Business
Performance Management System (BPMS) web-based report applications. As an
interim step until BPMS is fully developed and available, we will develop a transmitta
document to be used by the Divisions for submission of their monthly data. The
transmittal will consist of a statement that the data being transmitted has been verified
and will be accompanied by an electronic signature of an official designated by each
division.

In addition, another step in verification of data occurs as part of the Business
Performance Reporting System (BPRS) developed and implemented by OPD during FY
2001. On a recurring basis (bi-monthly or quarterly), each Division Commissioner is
required to lead a discussion of performance that includes reporting on progress against
targets for alt measure/indicators included in their Strategy and Program Plan. The
preparation of the required BPRS package prior to the meeting provides a division
commissioner with an additional opportunity to verify the measures data prior to
presentation at a BPRS meeting of the IRS Senior Management Team,

Attachment A contains an assessment of cause and the actions to be taken to address
the report’'s recommendations.

If you have any questions please call me at 202.622.6400 or have your staff contact
Phil Mahler, Acting Director, Organizational Performance Division, at 202.622.4909.

Attachment
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Attachment A

Assessment of Cause and Actions to be Taken to Address the Recommendation

IDENTITY OF RECOMMENDATION

The Director, OPD, should continue to develop and recommend to the |RS
Commissioner procedures that each operating division and functional unit will follow on
a recurring basis to ensure its performance measures and workload indicators are
properly verified and validated. This verification and validation should also be properly
documented. Any data limitations identified during this process should be properly
disclosed.

ASSESSMENT OF CAUSE (S)

While the TIGTA did not report findings of material deficiency they did cite one instance
where data in PRS did not match the source data, and two instances where the number
provided by the division could not be supported. In the first instance, the OPD did
report the number change to Treasury after the start of the lock out period (the PRS
system is locked from change by a bureau in order to ensure integrity of the data initially
entered) but did not go back into the system to validate that the change was made. In
the case of the latter finding, OPD did not request supporting documentation for any
measure that was not designated as a “key performance indicator” during the FY 2000
year-end reporting cycle.

CORRECTIVE ACTION (S)

The procedures for reporting FY 2001 year-end data on the critical measures/indicaters
by the divisions were issued on September 26, 2001 with a due date of November 9,
2001. They contain the requirement that data and supporting documentation must be
verified and approved by each responsible division commissioner prior to being reported
to the Treasury Performance Reporting System. The OPD is also working with each of
the divisions on improving the data dictionary submissions for the critical
measures/indicators to address data validation.

IMPLEMENTATION DATES
March 31, 2002

CORRECTIVE ACTION (S) MONITORING PLAN

The Director of the Organizational Performance Division will work with the divisions te
ensure that data submitted for all reporting of critical measures/indicators is verifiable
and any limitations on data validity are disclosed as part of the data dictionary.

RESPONSIBLE OFFICIAL
Acting Director, Organizational Performance Division
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Attachment A (continued)

Assessment of Cause and Actions to be Taken to Address the Recommendation

IDENTITY OF RECOMMENDATION

In the interim, the OPD staff should have the operating divisions and functional units
review the consolidated monthly performance spreadsheet and indicate their agreement
that the figures in the spreadsheet are correct before they are forwarded to the
Department of the Treasury.

ASSESSMENT OF CAUSE (S)

The TIGTA is correct in their assessment that OPD does not require formal approval
prior to acceptance of data for the monthly report. We have assumed that the data
coming to us in both regular monthly data reporting, and included in the packages
prepared for a Business Performance Reporting System (BPRS) meeting has been
approved by the data owner.

CORRECTIVE ACTION (S)

Effective immediately, OPD will develop a transmittal cover memorandum that can be
used by the divisions each month to transmit their data to OPD. Each division will have
the responsibility to designate the approving official. With respect to BPRS meeting
documents, requiring any additional steps for approvals would place undue burden on
the divisions and be unnecessary. This decision is based on an assumption that as the
data owner each Division Commissioner who presents and discusses measures results
at a BPRS meeting as required, has ensured that the data has been verified.

IMPLEMENTATION DATES
December 15, 2001

CORRECTIVE ACTION (S) MONITORING PLAN

The Director, Organizational Performance Division will work with his staff to ensure that
the transmittal mentioned under the corrective action section of this memorandum is
developed and implemented.

RESPONSIBLE OFFICIAL
Acting Director, Organizational Performance Division
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